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Stock Performance
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10-Year 5-Year 1-Year

*Cumulative Total Returns are based on a starting point of 1/1/92.
tDividends declared does not include dividends paid to Pacific Telesis shareowners.
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© Capital Structure

SBC’s financial strength
allows us tc move
quickly to seize growth

apportunities.

sin our industry.

ffective management of SBC’ capital
structure 1s key to success in an envi-
ronment characterized by:

o Accelerating development of new

technologies which may offer a competitive

advantage in the marketplace;

e The potential for increased competition

to create margin pressure;

Financial Strength

o Considerable demand for new products

and services;

¢ The emergence of new business
opportunities and alliances as the
information, entertainment and

communications industries converge; and

® Expanding international opportunities.

(in Miltions) 1992

1993 1994 1995 19%

SBCs financial strength ensures that we have
the flexibility to select, time and execute our
strategies under changing market and compet-

itive conditions. Qur focus on investing in

Capital Structure

projects which have the capacity to quickly
generate excess free cash flow ensures
that we will be able to maintain a strong,

well-balanced capital structure.

{In Millions) 1992

1993 1994 1995 1996

SBC’s strong capital structure and balance
sheet permit SBC to seize opportunities as
market opportunities arise. The depth of
this strength has been most recently illus-
trated by our merger with Pacific Telesis
and our investments into Telkom South
Africa, Taiwan, France and Switzerland,

all of which have occurred during the

first half of 1997. SBC financially engineers
its investments to minimize dilution and
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maximize the timing of free cash flow

and return on investment. In the case

of the Pacific Telesis merger, the transaction
was engineered as a pooling transaction
with Pacific Telesis’ dividend being reduced
and certain capital expenditures scaled back,
providing an important example of the
steps SBC will make to ensure that our
balance sheet and capital scructure do

not become constrained.



1996 Financing Flexibility

Short-term and variable
rate debt as a percent of
total debt. .. ... _. 17.6%

Long-term Debt Maturing
in5vyears. .. 2.41 billion

Average life of long-
term debt _ . . 16.9 years

1996 Financing Capacity

Debt Ratio . . ... .. 57.9%
EBITDA Interest

Coverage. . . .._... 12.2%
Free Cash

Flow . . . ... $1.935 billion
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At current debt ratings and with associated With free cash flow enhanced by the

rating agency restrictions, our capital Pacific Telesis merger beginning in 1998,
structure also provides access to more than a targeted debr ratio in the mid 50-percent
$1 billion in additional debt capacity per range and an EBITDA/interest coverage ratio
year, giving us the leverage to make other of over 10 times, SBC is expected to continue
major acquisitions or a string of acquisitions to receive credit ratings that ensure access

if appropriate opportunities emerge. to low cost of debt.

Debt Ratios

1992 1993 1994 1995 1996

1992 1993 1994 1995 199

To manage our cash more effectively and Telephone Company. If opportunides
leverage the cash flow strength of our busi- warrant, the parent company, SBC
nesses, SBC consolidated Pacific Telesis’ Communications Inc., will also issue debt.

treasury function and will issue long-term . :
Y & While SBC oversees the overall capital
debt only through SBC Communications . .
structure of the entire company, the internal
Capital Corporation, Southwestern Bell - S
leverage of our subsidiaries generally reflects
Telephone Company and Pacific Bell ; . .
p pan; the inherent risk of each business.

Debt Ratings (May 1997)

SBC Communications and Southwestern
SBC Communications Capital Corp Bell Telephone Pacific Bell
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SBC’s growth-focused
management approach is
an important advantage
m more competitive

markets.
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Management Focus

SBC's management approach is focused on growth. We begin with an understanding of

what our customers want, and then let marketing needs define network, customer service

and external affairs strategies.

Managing for Growth

In the 13 years since divestiture, SBC

has transformed itself from a traditional

local nerwork operating company to a

company focused on growth, This focus

1s apparent:

® In our proven capabilities in the marketing
of vertical services, which has driven
impressive top line revenue growth;

® n our timely and strategically driven

acquisitions of domestic and internarional

wireless-hased businesses:

¢ In our selective investment in promising

international privatizations:

® In our strategic alliances with technology-

leading vendors;

* In our willingness o divest businesses
or strategies that no longer meet our

financial and strategic objectives:

e And, most recently, in our merger

with Pacific Telesis.

At our core telephone company-based
operations, SBC’s emphasis on growth

has driven the development of an industry-
leading marketing organization that

can both expand the telecommunicadons
market and influence the customer’s
choice of our products and services over

the competition.
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Our growth strategies start with our
marketing organization’s knowledge of
what customers need and expect. In tirn,
marketing strategies guide the deployment
and enhancement of our networks, the
depth and breadth of our customer service
and operations and the public policy agenda

of our External Affairs organizations.

SBC believes this growth-focused organiza-
tional structure is a significant competitive
advantage as markets open to greater compe-
ttion and one of the major ways SBC will
add value to Pacific Telesis” operations.

We also believe we are ahead of any

other telecommunications company in

creating and executing this approach.

Managing in More Competitive Markets
Because the fully competitive market is signif-
icantly more demanding than a regulated or
duopolistic environment, SBC places some
of its most experienced and best performing
management personnel in our most competi-
tively critical, value-generating markers. We
also utilize computer-based competitive simu-
lation exercises, comparable to thosc offered
at the U.S.s top graduate business schools,

to train managers to recognize and respond

to an array of competitive challenges.



Operational managers
execute strategies
designed for their

focal markets.

il 74-77%

(E0 SVPs

Percent of SBC
Officers” Compensation
that is Based on
Company Performance
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Employees

EH

Totat Wireless

More broadly, our entire employee workforce
is charged to find new ways to maximize
revenue opportunities, improve operational
efficiencies and to maintain and strengthen
SBCs excellent reputation for high qualicy
customer service. Employee training urilizes
competitive awareness programs that demon-
strate how employees can help forge scronger
relationships with customers and communities
and build understanding of SBC’s commit-
ment to a fully competitive marketplace.

We are also helping our employees to develop
the attributes — a talent for risk taking, a bias
toward action and the predisposition to
stimulate and embrace change — and the
cross-functional skill sets they need

succeed in the competitive marketplace.

Because each market we serve is unique, our
operational managers are given the flexibility
to execute the strategies they believe best fit the
demands and opportunities of their individual
markets. But a more competitive environment
demands efficient use of resources. As a result,
our operational managers increasingly draw
upon operating company staff resources at
SBC Communications, Southwestern Bell,
Pacific Bell and Southwestern Bell Mobile

Systems headquarters to support the growth

of their markets in the face of heightened
competition. These staff members provide

support in the following major areas.

@ Strategic Assessment

Staft personnel monitor competitors’ actions
across all of their markets, in order to better
serve our customers, anticipate new pricing
strategies, determine the resources the
competition can deploy in a specific market,
and more effectively identify and respond to

the competition’s strengths and vulnerabilities.

oA s e o oot

Our strategic planning organization studied
Sprint Spectrum’s rollout in the Washington
D.C. market, which helped us improve and

differentiate our service when they later

entered Texas markets.
Productivity and Cost Analysis
Staff personnel involvement helps reduce
the costs of local market operations through
centralized purchasing, efficient supply chain
management, and unified long-term network
planning that leverages the buying capacity
of the entire corporation.

coa e A e nt
Pacific Bell’s Plug-in Asset Control Environment
(PACE) team developed an innovative inventory
control system which dramatically improved
Pacific Bell’s purchase and storage of Plug-ins.
Plug-ins are a basic electronic component

of a LEC’s network, enabling voice and data

P AGE 19




Successful mergers
require that managers
move quickly to

realize value.

Senior managers
evaluated merger
teams’ finding with

a bias toward action.

s BC GROWTH PROFILE 1997

transmission, calling options and other features.
The system developed by Pacific Bell — the only
one of its kind in the telecommunications
industry = uses a “sparing model” to determine
the number of extra plug-ins needed in any
given office and utilizes bar codes and scanners
to automate the entire plug-in process. The
system reduces inventory requirements while
ensuring that technicians will always tave

a working replacement, where and when

they need it.
© Unified Corporate Image
Staff personnel advance a unified corporate
image program and synchronized market
advertising campaigns which focal General
Managers can use to gain customers, build
community relationships and attract

highly skilled employees.

Dun:ng 1997, Southwestern Bell launched
a new brand marketing communications
program anchored by a new positioning
platform and tagline, “Your Friendly
Neighborhood Global Communications
Company.” The program is backed by

a series of pledges that describe how
we will do business. While many o* the
pledges reflect the way we have always
treated our customers, the program
makes public our commitments to our
customers and establishes a clear point

of differentiation with our competitors.

Managing the Merger Process

Successful mergers require that senior manage-
ment quickly integrate corporate cultures,
realize the value inherent in combining
resources, and remain focused on the timely

execution of existing growth-generating strate-

PAGE 20

gies. Mergers of the scale of SBC and Pacific
Telesis are also catalysts for change, providing a
unique opportunity to readdress systemwide
organizational and operational issues. SBC
developed an integration process designed to
ensure that the merger with Pacific Telesis

makes SBC a stronger, faster-growing company.

SBC organized over 50 functional teams
charged with performing a complete
reevaluation of each of our business processes
to identify new opportunites for growth,
leverage our larger scale, reduce costs and
eliminate redundant operations. The teams
were small in size and were balanced between
SBC and Pacific Telesis employees; thus,

the teams also represented an important first
step in integraring our corporate cultures.

In this effort they also identified best practices
to improve performance throughout SBC’s

combined operations.

While identifying value creation is the first
step in the merger process, SBC’s success
hinges on implementation. In evaluating
the findings of the integration teams, senior
operational managers had a bias toward
action. Reinforcing this preference is the
fact that the operational senior manager
heading each team’s effort is also responsible
for executing the value creating strategies

in their operational area. Initiatives targeting
revenue growth opportunities, operational
redundancies and economies of scale are
expected to be implemented within the first

year. Longer-term projects, such as adopting



SBC’s compensation
system creates
incentives to grow

shareowner value.
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best practices in network design and
operational support functions, are targeted
for implementation in the second and third
years. As the emphasis shifted from identi-
fying to implementing value opportunities,
a much smaller merger process team now
monitors progress to ensure that all opportu-
nitles to maximize value are realized over

the three-year time horizon.

EBITDA Maroiv:

Managing Our Cost Structure

With the elimination of rate of return regula-
tion, and with the size and scope that the
Pacific Telesis merger provides, SBC can now
more advantageously adjust and lower our
cost structure so that we can be positioned

to compete effectively against all companies

entering the telecommunications market.

1994 1995 1996

*Pacific Bell Mobile Services to be included with start of operations in 1997.

SBC’s size and scope will enable our
purchasing managers to negotiate more
favorable terms and pricing on new
equipment. By combining systems and
core functions of our businesses, SBC
will be able to more effectively leverage

our investment and improve overall return

EBITDA/Sul~crviber Month

on invested capital. Such economies of
scale apply as well to research and develop-
ment activities and the development

of new products, services, and systems.

By spreading SBC'’s fixed cost over an
expanded base, SBC’s per unit cost will be

lower relative to many of our competitors.

1994 1995 1996

"Subscriber count based upon primary residential access lines plus business access lines.
*Pacific Bell Mobile Services to be included with start of operations in 1997.

In addition to these savings and the
additional value generating opportunities
identified through merger integration
process, SBC also continues its focus on

margin management in three key areas:

@ Shifting the costs from back office
operations to customer contact areas.

To continue our Strong revenue trClldS as we

face more competition in our markets,

SBC is directing more resources to marketing,
advertising, and customer care and support.
As the same time, we are reducing back-
office, administrative and support cost
components of our businesses where it doesn'
degrade customer care. For example, consoli-
dating functions such as customer service

P AGE 21




Over 6x

Other SBC
(ompanies

Senior Officer investment
in Company Stock
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bureaus and operator services has allowed
us to reduce staff while maintaining and

improving service.

® Converting SBC's cost structure from
fixed to variable, where appropriate.
Through the use of part-time and temporary
workers and outsourcing, SBC is creating

a more variable cost structure which allows:

® Quicker management response to changing

market and economic conditions.

¢ Greater control over margins during

dOVVIltUl‘IlS in revenue gI‘O\VTh.

@ Investing capital where significant
improvement in operating expense savings
can be realized. In addition to the opportuni-
tes identified by the merger integracion
teams, SBC intends to increase capital
expenditures for outside plant and feeder
rehabilitation in order to lower operating
expense by reducing the number of trouble

prOftS and service OFC[CFS.

PAGE 2 2
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Our Compensation System
Creates the Unifying Thread

SBC will continue to implement a

compensation system that is heavily

performance-based in order to:

» Reward employees for meeting specific
financial and operating objectives that
are related to long-term returns to

shareholders.

e LEncourage SBC stock ownership.
SBC employees think like sharcowners

because they are shareowners.

At every management level in SBC, a
significant portion of total compensation

is at risk, tied to the achievement of the
company's specified financial and operating
goals. Consistent with these objectives, all
SBC management employees receive stock
options as part of their compensation.

In a growing but increasingly competitive
telecommunications industry, SBC believes
our compensation system is an integral
component of our ability to align manage- .
ment and employee interests toward the

mutually beneficial goal of creating

long-term value for our shareowners.
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Public Policy

SBC's External Affairs organization has played a critical role in enabling SBC to meet its
legislative, regulatory and marketing objectives. We are extending this approach to our

new Pacific Telesis markets.

he transition to open and competitive

telecommunications markets is a

complex and multi-staged process,
involving a broad array of interests and levels
of government. Key issues at the federal level
include FCC rule-making on Interconnection,
Universal Service and Access Reform. as well
as its implementation of the process outlined
in the Telecommunications Act of 1996 for
RBOC entrance into long-distance. At the
state level, legislators and regulators play
important roles in designing and imple-
menting the conditions for competitive entry
and adjusting rate structures so that prices
more closely reflect our costs. The policy-
making processes at cach level are complex.
Participants in the process include a broad
array of teleccommunications companies,
as well as regulators, legislators and interest
groups, and at stake are the interests of
customers, communities, politicians, regula-

tors, employees and shareholders.

Clearly, the importance of these public policy
makers’ decisions requires the active participa-
tion of companies like SBC. At SBC, our

External Affairs organization plays a pivotal

PAGE 2 4

role in proactively executing our company’s
regulatory and legislative objectives and
helping ensure that SBC achieves the ultimate
objective of a balanced, fair, open marketplace
in which to market and sell our products and
services.

SBC’s Regulatory and

Legislative Accomplishments

PACIFIC BELL

Pacific Bell has had an active role in helping
reshape the telecommunications marketplace
in California. The largest of SBC’s states is
arguably also the furthest along in intro-

ducing open market concepits.

The California Public Utilitcies Commission
(CPUC) adopted a new regulatory framework
in 1996 that included price cap regulation. In
1995, the CPUC greatly improved regulation
by suspending the productivity offser factor
through 1998. Further examples of regulatory
decisions that continue the transidon to a fair
and more competitive telecommunications
marketplace in California include:

¢ CPUC adoption of local competition

rules which include a Universal Service

plan. The Universal Service decision was
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announced by the CPUC in October 1996
and established a statewide fund for which

Pacific Bell’s portion is $305 million.

Adoption by the CPUC of a resale

discount of 17 percent.

In an April 1997 order, the CPUC
dismissed challenges to recovery by Pacific
Bell of post-retirement benefits other than
pension costs. Also in April, the CPUC
adopted an intralLATA presubscription
implementation plan that climinated
marketing restrictions tecommended by the

California Administrative Law Judge (ALJ).

The CPUC approved the merger of SBC
and Pacific Telesis on March 31, 1997,
with significantly less adverse financial

impact than recommended by the

California ALJ.

SOUTHWESTERN BELL

Incentive Regulation

In all of Southwestern Bells five states:

e Rate base rate of return regulation replaced

with a form of price regulation.

® No earnings regulation.

e Pricing flexibility established that permits

the company to change prices for discre-
tionary and competitive services on an
expedited basis. For example, in Arkansas.
to change prices for discretionary or
competitive services Southwestern Bell
need only file a tariff with the PSC and

the rate change is effective immediately.

Reduced Regulation

In all of Southwestern Bell’ five states:

® Expedited approval process for new

services. Virtually all new services are
considered discretionary and therefore have

some form of streamlined approval process.

¢ Promotional pricing and individual case

basis pricing are permitted.

* Competitive issues such as interconnection,

resale and unbundling are consistent with

federal legislation.

In the majority of Southwestern Bells five states

= Rates for basic service are essentially capped

at the current rate for a specified period,
usually three years. After a three-year

period, rates may be adjusted.

e When a competitor offers basic local service

in a particular geographic area, Southwestern

Bell obtains pricing freedom in thac area.

Universal Service
e [n all states except Texas, a universal service

fund was established to which all tele-

communications providers must contribute.

Also, as part of universal service, basic

local rates in Kansas are “rebalanced.”

Infrastructure Commitment

¢ In several states, Southwestern Bell has
committed to deploy interoffice fiber,
557, basic rate ISDN capability and
broadband to schools, hospitals, state

and local government.

* Discounts are offered to schools, hospitals,
state and local government offices for

broadband services.

¢ In Kansas, basic rate ISDN will be priced

to stimulate the residential market.

Long Distance Entry

e The Oklahoma Corporation Commission
recommended FCC approval of SBC’s
271 application. Oklahoma is one of the
first state regulatory agencies in the
country to recommend approval of an
RBOC’s pending application to provide

long distance.

PAGE Z
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Stakehalders

Arkansas California Kansas

Missouri Nevada

Oklahoma Texas
o *

*Reflects shareowners of record

SBC’s Approach to External Affairs
These accomplishments flow from the
manner in which SBC manages its public
policy process and organizes its External
Affairs functions. The key attributes of

SBC’s approach include:

® SBC recognizes that legislative and

regulatory actions are closely intertwined.

c oas e - poeodont
SBC believes that legislation should clearly
define the rules of competition and regulation,
so that regulatory and administrative agencies
can effectively implement these legislative
policies. Conseguently, SBC’s External Affairs
operations seek regulatory reform through
federal and state legislative bodies, as well as

continuing its more traditional role of working

with state and federal regulatory commissions.

SBC’s External Affairs organization is

separate from telephone company operations.

case nopoant
In 1993, SBC Teorgém’zed to separate External
Affairs from operational management. This
change achieved two important objectives:
it ensures that operational managers respond
to market forces, not to extraneous
considerations; and it enabies $BC to maintain
caonsistent and well-coordinated legislative
and regulatory positions, a particularly

difficult — and important - task in a rapidly

P AGE 2 6

changing regulatory environment. With all
External Affairs personnel reporting to SBC’s
senior regulatory officer, the company can
most effectively identify and pursue the course

of action that maximizes shareowner value.

© SBC has an extensive locally-based
external affairs infrastructure which enables
the company to mobilize local support.
cats an gt
It is characteristic of SBC’s approach that the
establishment of External Affairs operations
in each of California’s major cities was one
of the first organizational initiatives following
the merger. With the predominantly local
focus of SBC’s domestic businesses, local
alliances are crucial. Within Southwestern
Bell’s five-state region, External Affairs
Managers (EAMs) perform the key roles of
educating local constituencies about our
interests and perspectives and building

grass roots support for our positions.

Evidence of the importance of this
approach was that shortly after the merger
announcement, SBC and Pacific Telesis
EAMs met with a broad range of California
consumer and community interest groups
to discuss merger issues and reach a mutuaily
beneficial agreement. Gaining the support
of over 100 graups was crucial in the early
stages of the regulatory proceedings and
was clearly a key element in SBC’s ability
to secure acceptable merger approval from

California regulators.
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® External Affairs Managers play an
instrumental role in canvassing and
gaining support for our marketing
department’s roll-out of new products.
case i 5 ¢ttt
Because of their understanding of our local
customers and the relationships our EAMs
maintain with heavy telecommunications
users, our External Affairs organization can
help gather support for SBC’s marketing
organization’s efforts to introduce new
products. SBC’s Local Plus offering in the
Dallas market is an important example of
this cooperation. By combining marketing’s
research to determine if our customers would
buy —and in some cases spend a little more
for — a truly flat-rate, unlimited usage product
with External Affairs’ ability to get interested
customers to sign a petition supporting the
product, SBC was able to launch this new
product despite the objections of the Tong-

distance companies.

® SBC’s External Affairs Managers tap

a broad range of resources in pursuing

public policy objectives.

case Ton poailnt
Effective legislative and regulatory strategies
rely upon the support of a wide variety of
constituency groups. Thus, in addition to
their work with local groups, EAMs also work
closely with other constituencies, including
employees, retirees and shareowners, as
well as with trade associations and, when
appropriate, other telephone companies.
Local EAMs also coordinate closely with
SBC’s national legislative/regulatory
managers, cooperating in lobbying efforts

and sharing strategic information.

How the External Affairs
Department is Organized

At the state level the EAMs are assigned

a geographic territory in which tw develop
and build relationships with stakeholders
and customers. In additdon, EAMs also

have responsibility for certain constituencies,

which include:

Minorities Seniors

Disabled Education

Health Care Economic Development
(overnment

EAMs meet with and understand these
groups’ special needs and help educate them
as to why it is in cheir best interest to support
a particular SBC legislative or regulatory
platform, or even a potential consumer
product. SBC’s EAMs have been especially
successful in activating constituency groups,
along with SBC’s employees, to make sure
legislators and regulators know what our

consumers and communities really want.

With the telecommunications marketplace
entering open competition, a number of
challenging public policy issues remain.

At the federal level, still to be resolved are
the mechanisms for determining the costs

of universal service and how universal service
will be funded and supported. Also at issue
is how the significant cost of local number

portability will be recovered.

PAGE 27
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In most states, the rules that govern access
and universal service policy remain unde-
cided, and cost models must be developed,
with rate rebalancing a key issue. Finally and
most importantly, SBC’s interLATA long-
distance (Section 271) applications will need

to be reviewed.

In these matters, SBC will continue to utilize
our External Affairs organization to help
educate our stakeholders on the implications
of these issues and chart a course that is posi-
tive to SBC shareowners, as well as our
customers and employees. By pursuing these
efforts, SBC’s External Affairs organization
plays an important role in trying to shape the
transition to a more open and fair competi-

tive marketplace.

P AGE 2 8
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Subject Arkansas California Kansas Missouri
Price Cap Formula Price Caps with no sharing . Benchmark RORis 11.5%. - Price Caps with no sharing . Price Caps with no sharing
* 50/50 sharing above 11.5% :
© 30% ratepayers/70%
- shareawner above 15%
- 16, inciuding Brooks; ALLTEL

Unbundling

Resale Discounts

Universal Service

" Rates and elements adopted.
* Per ATRY arbitation - 14.5%

. Alltelecom carvers contribute pro- Rate subsidies in high cost

- Permanent rates for Cost docket pending.
- unbundled network elements

- and resold services expected
© January 1998.

e

Interim rates approved. * Interim rates approved. Permanent rates pending.

. Mlitelecom carriers contribute - All telecom companies

 portionately based on intrastate : areas financed by a - based on intrastate retail - must contribute based
* retail service revenues. Surcharge © 2.8% end-user surcharge.  * revenues. Assessment for - on intrastate retail service
© may be passed on tocustomer - Kansas USF maybe passed  : revenues. Essential services
to recover charges. Arkansas USF - through to customer. - and high-cost areas
: - must be defined.

 implementation ues pening.

Subyet Nevada Oklahoma Texas
Price Cap Formula Price Caps with no sharing - Price Caps with no sharing Price Caps with no sharing
-6, inchiding Brooks © 20,inchuding Sgrint and Brooks
Unbundling - Cost proceeding in process. Interim rates approved. Contract rates approved.
: - Cost docket pending.  State Commission cost
: - proceeding pending.
Resale Discounts L 19.8%

Universal Service

- None

Note: information as of June 20, 1997

 All telecom carriers contribute based
- on intrastate retail revenues.

- Structure to be determined
- in rulemakings throughout 1997
- and USF to be implemented in 1998.

P AGE 2
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® 31,618
33,362

F- 29,811

92 93 9% 95

g
9

Total SBC Access Lines
and Wireless Customers

Five Year Projected

CAGR Economic
GSP/GDP Growth

Southwest _ .

U.S. GDP Growth . .
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Overall Strategic Considerations e Close ties to local communities.

SBC's Core Business Operations Objectives e Availability of capiral.
® Increase revenues by expanding ® Performance and stock-based e
product offerings and penetration. FVA management system.

* Improve productivity. Initiatives to Tap SBC's Rapidly

® Manage our cost structure. Growing New Revenue Streams

e Invest capital prudently. * Introduce ADSL.

e . e Expand Internet/Intranet
SBC's Core Competitive Attributes p i
transport service.

® Breadth of services. :
¢ [ncroduce home security.
e Expansiveness of network ) ) ) -
P . e Enhance messaging services product line.
reach and capacity.

e Expand fax/messaging services. 7 -

o Grow ISDN, Frame and Cell Relay base.

* Range of distribution channels.

e Experience of sales
and service representatives. e Provide digital wireless services:

short message service, call-forwarding.
® Depth of customer support. ©

¢ Maximize local, long-distance,
Internet service offerings in
Cellular One markets.

¢ Quality, reliability and
timeliness of customer service.
® Brand reputation and recognition. .
b 5 o Offer long distance when
 Tactical technology innovation. FCC approval obrained. -

SBC Communications o

{In Thousands) 1992 1993 1994 1995 1996
Total SBC Access Lines ' il : - i

% Growth

Characteristics of Incumbent Local e Total size of local service markets:

Exchange Markets (Southwestern Bell, $9.2 billion.
Pacific Bell, NevadaBely

e Tortal size of intra- and interLATA

e Four of the top 10 U.S. long-distance market: almost $11 billion.

metropolitan markets.

e Strong demand for full-service provider

® Two stares expected to lead with powerful and trusted brand names. —

U.S population growth over the
next 10 years. e Intense and expanding

competitive presence.
¢ Headquarters of 170 of the

Fortune 500 companies. e [nterconnection agreements -
signed with major IXCs and competidive

* Great ethnic diversity, with ties to local exchange companies (CLECs). —

Mexican, South American and Asian
markets.
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Nature of Expected Residential
Market Competition

» Competition initially will be largely
resale, followed by unbundled necwork
and facilities-based competition.

» Major full service providers will migrate
to their own facilities-based networks
when customer base achieves scale and
it becomes more economical to invest
capital for nerwork infrastrucrure.

=
S
-
e Niche resellers will continue to
exist and creace potential for pricing
pressure in distinct market segments.

=
~
"

o
3
~
)

o Competitors will seck high-volume/high-
value customers; these customers
are somewhat dispersed and difficult
to target.

=
™~
~

Nature of Expected Business Market Competition

e Due to density in major market areas,
there will be a combinadon of reselling,

Total SBC Access unbundling/rebundling, and faciliries-
Line Growth

N 94 95 96

based competition.

¢ CLECs may try to broaden their
product lines in order to compete more
effectively against full-service providers.

e [XCs will seek to lock-in customers
with long-term contracts.

e Margins will be pressured, especially
in the large business segment.

® In the small and medium business
markets, customer decisions will be based

=

M~

©
primarily on how the product, service
or package adds value to their existing
products; price will be a secandary issue.

96

= 11.7%
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o
=
=2

¢ Large businesses will continue (o prefer
to manage their own networks and seek

9.2%

more open access. They will cend o be
most demanding and costly o serve.

¢ Small and medium businesses will rely
heavily on network consulting, value, and
service quality, timeliness and reliabilicy.

93 94 95

Total SBC Additional
Line Growth

SBC’s Incumbent LEC
Residential Market Strategies

Understand our Customers and Gain
Awareness and Support for Our Products

e Assess market trends and customer needs.

e Research needs, market test our ideas
and prime the markets for our products.

¢ Fducate communities about our products
and build grass roots support.

e Utlize our more than 100,000 employees
as ambassadors, not only to represent the
image of our company but also through
their community involvement to encourage
customers to choose our products.

Differentiate our Products and
Services from the Competition

e Continue to accelerate the roll-out
of new products and services that
meet our customers needs.

e [ everage our comprehensive knowledge
of our customers, markets and local
communitics to design packages tailored
to our customers' lifestyles and needs.

® Ensure that our products are simple
to find, buy and use.

o Utilize creative advertising that capitalizes
on our brand reputation and reinforces
SBC’s key attributes of stability, depend-
ability, capabiliry, and localness.

e Communicate a customer-focused
approach centered around pledges
10 freat our customers with respect.

Grow Our Customer Base and Revenue Streams

& Become the customers’ first choice
tull-service provider.

¢ Maintain and improve the quality
of our products and services

® Sell our products and services directly
and through retail stores, specialty

chains and agents.

o Create a stronger bond with
our most valuable customers.
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Southwestemn Bell
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Pacific Bell
Access Line Growth
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e Support the wholesale distribution channel.

e Expand penetration of all vertical
service products, with special emphasis
on additional lines, [nternet access,
usage-based products and Caller [D.

Competitive Assets:

¢ Because we have been the local exchange
provider, we know our markets and
customers better than the compctition.

® With over 28,000 service representatives,
16,000 vehicles and almost 6,000 build-

SBC Residential Access Line Information

ings, our employees have more contact
with current and potential customers.

Our brands are well respected
and reinforce a trusted relationship
with consumers.

Our customers already know we provide -
excellent products and services.

We are focused on the needs of our
Jocal customers and not on a natonwide
customer base.

&
@

. ‘

%

(in Thousands}

SBC’s Incumbent LEC
Business Market Strategies

Better Serve Our Most Valuable Customers

o Create a formidable National Accounts
Sales team committed to servicing,
large business customers located in
our seven-state region.

e Target and educate small and
medium business customers on
how to increase profitability with our
products and services.

e Standardize some of our business
products to reduce customization costs.
[ ]

Utilize the Lucent partnership arrange-
ment to be there to sell our products
and services when the customer is
deciding to purchase CPE and
configure their internal networks.

Differentiate Our Products
and Services from the Competition

e Meet the needs of the business market
through our abilities to offer a tull array
of services, particularly long distance, and
to construct more efficient nerworks with
the lifting of interLATA restrictions.

¢ Address the greatest need of our small
and medium business customers — their
current and future telecommunications

1993 1994 1995 1996

infrastructure — through solutions-
based selling,

Maximize the use of our networks.
Provide a single point of contact.
Offer innovative solutions.

Fxtend discounts based on the rotal
value of cthe customer.

Provide network services thar offer
better quality and reliability.

Ensure easy access to timely
customer support.

Attain superior automation, computer-

ized pricing, and computer-aided training -
customized to specific products and

market segments. -

Grow our Customer Base and Revenue Streams

¢ Minimize time-to-market for

new product offerings.

Increase the size of our sales force
(through the Lucent partnership)
and target it more effectively.

Focus on key industry segments -— such
as healthcare, financial services, and
government accounts —— that are highly
dependent on telecommunications.



Incumbent LEC Strengths:

* Breadth of services
¢ Quality of service

* Responsiveness of
our customer service
operations

Reputation and
experience in offering
local service

* Size and experience
of our sales force

Local market presence

Quick, high-quality
deployment of new

services
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92 93 9% 9 9%

Total Wireless Customers

S$BC GROWTH PROFILE 1997

¢ Provide packages like Starc-up Kits or
ISDN Turbo Access tailored to specific

needs of small and medium businesses.

o Utlize SBC's employee-based
Ambassador Program to build a stronger

bond with small and medium businesses.

SBC Business Access Line Information

Utilize Yellow Page distribution
channels to sell a broader array of
SBC business products.

Integrate existing information systems
to enable our sales representatives to
know our customers better and suggest
additional SBC products and services
that address their business needs.

(In Thousands)

1993 1994 1995 1996

SBC’s Wireless Strategies

Market Characteristics

® Wireless customers are typically high-
value telecommunications service
customers who purchase significant
amounts of local, long-distance, and
Internet service.

¢ Increased competition has stimulated
demand for wireless services.

o New products and services
will stimulate usage.

¢ New technologies are being developed
to reduce fraud.

* New technologies under development will
improve capacity of wircless networks.

¢ Significant customer growth potential
still exists; wireless providers will need
to focus on growing the market and
avoid the costs of “stealing” market share.

® Wireless providers will pursue varying
strategies: some will focus purely on wire-
less service offerings, others will try to offer
a full array of local, long-distance, and
wireless service through resale agreements.

Nature of Competition

¢ [ncumbent cellular operators will have a
near-tertm advantage in service coverage
until PCS providers fully build our their
networks and obtain appropriate roaming
agreements with other carriers.

In highly dense markets PCS providers

have a short-run capacity advantage

until significant subscriber levels test e
the quality of their network architecture

and/or cellular providers implement

digital upgrades.

"The significant capital costs of infrastruc-
ture buildout may limit the ability of
PCS competitors to ofter significant
discounts over incumbent cellular
providers for extended periods.

It may be difficult for PCS providers to
offer economic incentives that capture
the agent-based distribution channel
from incumbent wireless providers.

Efforts to maintain high-value customers
will stimulate new packaging plans,
discounts, and “reward” programs which
can have a significant impact on margins
if not carefully managed.

Cellular One Wireless Strategies

¢ Maintain our primary focus on growing

the customer base and serving the needs
of our wireless customers.

Attract new wireless customers
by offering long-distance service.

Promote local landline service to those
customers who will also buy wireless
and long-distance service.

¢ Closely manage churn.
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SBC Wireless Strengths:

* Better prepared
for competition

e Experienced wireless
management team

¢ Significant brand
recognition

* Recognized as a

technology leader
by custamers

s BC GROWTH PROFILE 1997

o Continue to market prepaid wireless
service to introduce a broader range
of customers to Cellular One.

e Leverage our extensive agent distribution
channel, and incorporate direct and retail
channels where cost effective.

s Conrinue to deploy IS136 digital service
where a digital service offering will provide
a significant marketing advantage and
migrate high usage customers to digital
service.

Southwestern Bell Mobile
Systems Wireless Strategies

e Pursuc a dual strategy of growing
wireless customer base and making
wireless an integral element of SWB’s
one-stop shopping strategy.

e Maximize use of SWB's direct distribu-
tion channels to sell wireless service.

e Provide combined local and
wireless billing.

o Support a specialized sales force to
market local and wireless service through
telephone company offices.

e Build our the Oklahoma PCS market
with TDMA technology to provide
better coverage.

o Closely manage churn.

¢ Continue to market prepaid
wireless service.

e Improve customer activation processes
through Phone in a Box.

¢ Implement advanced fraud
protection technology.

o Leverage brand names.

e Continue to deploy 1S136 digital
service where a digital service offering
will provide a significant marketing
advantage; migrate high-usage
customers 1o digital service.
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Pacific Bell Mobile Services Wireless Strategies

Deploy quickly in all major markets.

In the short run, focus primarily on
building wireless customer base.

Develop incentive plans to encourage
Pacific Bell sales representatives to
aggressively market Pacific Bell Mobile
Services.

Leverage the Pacific Bell brand and
the breadth of Pacific Bell’s distribution

channels.
Target high-value wireless customers.

Maximize the benefits of Pacific Bell’s
digital network and capitalize on

the capacity and quality problems

of our competitors in California’s
major markets.

Leverage statewide PCS coverage
and California-based customer focus.

Continue to improve the quality of
the nerwork.

Place considerable emphasis on providing
Pacific Bell customers with the level of
service quality they are used to receiving.

Seize opportunity to leverage Pacific Bell
Mobile’s lower cost structure and challenge
above industry-average market pricing,

How SBC will Differentiate
Our Service from Competitors o

Provide better quality and coverage.

Implement Radio Frequency
Fingerprinting to protect against fraud. o

Provide a superior level of customer service.

Leverage SBC’s reputation as a tech-
nology leader in wireless services.



ReSIdehtral Primary Lmes

8,057 8,208 8,332 8468 8,595

% Southwestern Bell Growth ' 1.9% 1.5% 1.6% 1.5%
% of Total Southwestern Bel! Access Lines 63.3% 62.4% 61.2% 5.9.5:% 57.5%
% of Total SBC Access Lines 29.5% 29.3% 288% 28.2% 27.4%
Residential Additional Lines 733 794 879 1,030 1,244
% Growth 8.3% 107% 17.2% 20.8%
% of Residential Lines 8.3%  88% 9.5% 108% 12.6%
% of Resrdentral Lrne Growth 28.8% 40.7% 52.6% 62.8%
% of Total Southwestern BeIl Access Lines 5.8% 6.0% 6.>5% 7.2% 8.3%
% of Total SBC Access Lines 27% 2.8% 3.0% ‘3.4% 4.0%
Total Residential 8,790 9,002 9,211 9,498 9,839
% Growth 24% 23% 31% 36%
% of Total Southwestern Bell Access Lines 69.1% 68.5% 67.7% 66.8% 65.8%
% ofTotaI SBC Access Lines 32.2% 32.1% 31:9% 31.7% ‘ 31.4%
Total Busmess 3,739 3,951 4,214 4,539 4,918
% Growth ' 5.7% 6.7% 7.7% 8.3%
% ofTotaI Southwestem Bell Access Lmes 29.4% 30.1% 31'.0% 31.9% 732.9%
% ofTotaI SBC Access Lines 13.7% >14'.l% 14.6% 15.'1 % 15.7%
Total Publlc Lines 195 192 187 186 186
% Growth 1.5% 26% 0.5% 0.0%
% ofTotaI Southwestern BeII Access Lmes 1.5% 1.5% 1 A% i.3% 1.2%
% of Total SBC Access Lines 0.7% 0.7% 06% 0.6% 0.6%
Total Southwestern Bell Access Lines 12,724 13,145 13,612 14,223 14,943
% Growth . 3.3% 3.6% 45% 5.1%
% of Total SBC Access Lines 46.7% 46.9% 47.1% 47.4% 47.6%
Residential Primary Lines 7,830 7,825 7857 7900 7,998
%Growth 0.1% 0.4% 0.5% 1.2%
% of Total Pacific Bell Access Lines 54.7% 535% 52.3% 51.0% 49.6%
% of Total SBC Access Lines 28.7% 27.9% 27.2% 263% 25.5%
Residential Additional Lines 1,342 1,472 1,635 1,777 2,031
%Growth ' 9.7% 11.1% 8.7% 14.3%

% of Residential Lines 14.6% 15.8% 17.2% 18.4% 20.3%
% of ‘R‘é‘sldentral Lrne Growth 104% 84% 77% 72%
% of Total Pacific Bell Access Lines 9.4% 10.1% 10.9% 11.5% 12.6%
% of Total SBC Access Lines 4.9% 5.3% 5.7% 5.9% 6.5%
Total Resrdentral 9,172 9,297 9,492 9,677 10,029
% Growth 1.4% 21% 1.9% 3.6%
% of Total Pacrf" ic Bell Access Lrnes 64.1% 63;6% 63.1% 62.5% 62.2%

% of Total SBC Access Lines 33.6% 332% 328% 32.3% 32.0%
Total Business 4,942 5,120 5,337 5,594 5,879
% Growth 3.6% 42% 4.8% 5.1%

% of Total Pacific Bell Access Lines 34.5% 35.0% 35.5% 36.1% 36.5%
% of Total SBC Access Lines 18.1% 18.3% 18.5% 18.7% 18.7%
Total Public Lines 192 200 206 209 211
% Growth 42% 3.0% 5% 1.0%

% ofTotaI Pacific Bell Access Lines 1.3% 1.4% 1.4% . 1.4% ‘ 1.3%
% of Total SBC Access Lines 0.7% 0.7% 0.7% 0.7% 0.7%
Total Pacific Bell Access Lines 14306 14,617 15,035 15,480 16,119
% Growth 2.2% 2.9% 3.0% 41%
% of Total SBC Access Lines 52.5% 52.2% 52.0% 51.6% 51.4%
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Residential Primary Lines 157 162 169 174 182
i . i B T, o
9% of Total Nevada Bell Access Lines 6al%  633%  621%  606%  50.1%
% ofTotaI SBC Access Lmes ) . 06% 6% 0.6%‘ o 06% - 0.6%

Resndentlal Addltlonal Lmes 7 8 ‘ 9 11 14
% Growth ' 143% 125%  222%  273%
H%ofReSIdentlaI Lmes v 43% ‘ 47%, o 51%‘“ . 59% N 71%
% of Residential Line Growth e 13w 29% 27%
% of Total Nevada Bell Access Lines 29% 31%  33%  38%  45%
% of Total SBC Access Lines ' 0.0% 00% 00% 0.0% 0.0%

Total Resndennal 164 N 170 178 185 196
% Growth o 37% 47% 3.9% 5.9%
%ﬂof;rotalNevada BeIIAccess Llnes 6>6.9%” o 664%> o 654% o 645% 63 6%
% of Total SBC Access Lines ' 06%  06%  06% 06%  06%

Total Busmess 76 81 89 97 107
% Growth o 66% To9%  90%  10.3%
% of Total Nevada Bell Access Lines 31.0%  316%  327%  338%  347%
% of Total SBC Access Lines 03%  03% 03%  03%  03%

Total Publlc Llnes 5 5 5 5 5
% Growth o 0.0% 00% 00%  0.0%
% of Total Nevada Bell Access Lines 20% 20% 8% 1.7% 1.6%
% of Total SBC Access Lines k 00% 0.0% 00% 00% 0.0%

Total Nevada Bell Access Lmes 245 256 272 287 308
Gt - .85 P B S
% of Total SBC Access Lines 0.9% T09% 09%  1.0% 1.0%
— y

Residential Primary Lines 16,044 16,195 16,358 16,542 16,775
% Growth o 09%  10%  11%  14%
% of Total SBC Access Lines 58.8% 578%  566%  552%  535%

Residential Addltlonal Lmes 2,082 2,274 2,523 2, 818 3 289
% Growth o 92%  108% 1% 167%
% of Residential Lines 11.5% 123%  134%  146%  164%
%of Resndentlal Lme Growth» . ) 56. 0%' v 60 4%> o 61 6% o 66 9%
% of Total SBC Access Lines 76% C81%  87% C94%  105%

Total ReSIdent|aI 18,126 18,469 18,881 19 360 20,064
% Growth - 19%  22% 25% 36%
% of Total SBC Access Lines 665%  659%  653%  646%  64.0%

Total Busmess 8,757 9,152 9,640 10,230 10,904
% Growth _ 4% 53%  61%  66%
% of Total SBC Access Lines 321%  327%  333%  341%  34.8%

Total Publlc Lines 392 397 398 400 402
9% Growth ' 1.3% 03%  05%  05%
9 of Total SBC Access Lines 14% 14% 14%  13%  13%

Total SBC Access Lines 27,275 28,018 28,919 29,990 31,370
% Growth 2% D 32%  37% 46%




